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Income-Tax Department
As this issue of The Journal of Accountancy goes to press there
appears no indication of an intention on the part of the bureau of internal
revenue to grant general permission to file tentative returns on March 15th.
Public accountants throughout the country are laboring manfully to file
as many returns as possible before the expiration of the time limit, but it
appears likely that there will be many cases in which permission must be
granted to file tentative returns which will be followed later by complete
returns.
The commissioner of internal revenue has indicated his willingness to
grant such privileges in meritorious cases.
The following treasury rulings have been issued since those published
in the February issue of this magazine:
TREASURY RULINGS
(T. D. 2966, February 4, 1920)
Income Tax

Deductions allowed: charitable contributions—article 251, Regulations 45,
amended
Article 251 of regulations 45 is hereby amended to read as follows:
Art. 251. Charitable contributions.—Contributions or gifts within the
taxable year are deductible to an aggregate amount not in excess of fifteen
per cent of the taxpayer’s net income including such payments, if made
(a) to corporations or associations of the kind exempted from tax by sub
division (6) of section 231 of the statute or (b) to the special fund for
vocational rehabilitation under the vocational rehabilitation act of June 27,
1918. For a discussion of what corporations and associations are included
within (a) see article 517. A gift to a common agency (as a war chest)
for several such corporations or associations is treated like a gift direct
to them. In connection with claims for this deduction there shall be stated
on returns of income the name and address of each organization to which
a gift was made, and the approximate date and the amount of the gift in
each case. Where the gift is other than money, the basis for calculation
of the amount of the gift shall be the cost of the property, if acquired after
February 28, 1913, or its fair market value as of March 1, 1913, if acquired
prior thereto, after deducting from such cost or value the amount, if any,
which has been or which should have been set aside and deducted in the
current year and previous years from gross income on account of deprecia
tion, and which has not been paid out in making good the depreciation sus
tained. A gift of real estate to a city to be maintained perpetually as a
public park is not an allowable deduction. This article does not apply to
gifts by partnerships, estates and trusts, or corporations. See sections 218
and 219 of the statute and articles 561 and 563.
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(T. D. 2967, February 4, 1920)
Income Tax

Amending article 367, final edition of regulations 45, concerning the use of
substitute certificates
The final edition of regulations 45 is amended by changing article 367
to read as follows:
Art. 367. Use of substitute certificates.—Resident collecting agents and
responsible banks and bankers receiving interest coupons for collection with
ownership certificates attached may present the coupons with the original
certificates to the debtor corporation or its duly authorized withholding
agent for collection or may detach and forward the original certificates
directly to the commissioner, provided each such collecting agent shall sub
stitute for such original certificates its own certificates (form 1058 [re
vised] or form 1059 [revised]), and shall keep a complete record of each
transaction, showing (a)serial number of item received; (b) date received;
(c) name and address of person from whom received; (d) name of debtor
corporation; (e) class of bonds from which coupons were cut (whether
containing a tax-free covenant or not) ; and (f) face amount of coupons.
The original certificate for which the certificate of the collecting agent is
substituted shall be indorsed, preferably with a rubber stamp, by the col
lecting agent as follows:
Owner’s certificate No................
(Name of collecting agent)

................................................ , 19...
(Give date of certificate)

The counterpart of the within certificate bearing like number was at
tached to the coupons within mentioned for delivery to the debtor or with
holding agent, by whom the coupons are payable.
For the purpose of identification the substitute certificates shall be num
bered consecutively, reverting to the numeral 1 at the beginning of each
calendar year, and corresponding numbers given the original certificates of
ownership. The use of substitute certificates by collecting agents, banks
and bankers is not permitted, however, in the case of ownership certificates
presented with coupons for collection by non-resident alien individuals, part
nerships or corporations.
(T. D. 2969, February 4, 1920)
Ownership certificates—alien property custodian

Article 375, regulations 45, amended
Article 375, treasury department regulations 45, is hereby amended to
read as follows:
Payments made after October 6, 1917, to the alien property custodian
are in the same category as payments made to or for citizens or residents
of the United States. Withholding at the source is accordingly unnecessary
except in the case of interest payments on corporate bonds or other obliga
tions containing a tax-free covenant where no exemption is claimed. The
alien property custodian should use form 1000 (revised) in collecting in
terest on bonds containing a tax-free covenant, and in all other cases should
use form 1001 (revised), except that in cases in which the alien property
custodian shall, under the trading with the enemy act, demand payment to
himself of interest accrued upon bonds or other securities not yet reduced
to his custody (even though they be registered in the name of an enemy,
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ally of enemy, or his agent or trustee), the corporation paying such income
to the alien property custodian is authorized to accept from the alien
property custodian ownership certificates, forms 1000 (revised) and 1001
(revised), altered by the substitution (in lieu of the certificate required
thereon) of a certificate that the alien property custodian is entitled to the
interest entered therein with or without deduction of tax, as the case may
be. No distinction is to be made between payments directly to the alien prop
erty custodian and to his depositaries and between interest on registered
bonds and interest on coupon bonds. In the case of enemies or allies of
enemies holding a license granted under the provisions of the trading with
the enemy act, withholding is required as in the case of any non-resident
alien not an enemy or ally of enemy. See article 446.
(T. D. 2970, February 4, 1920)
Income Tax

Amending article 307, final edition of regulations 45, dealing with non
resident alien individual entitled to personal exemption
and credit for dependents
The final edition of regulations 45 is amended by changing article 307
to read as follows:
Art. 307. When non-resident alien individual entitled to personal ex
emption.— (a) The following is an incomplete list of countries which either
impose no income tax or in imposing an income tax allow both a personal
exemption and a credit for dependents which satisfy the similar credit
requirement of the statute: Argentina; Belgium; Bolivia; Bosnia; Brazil;
Bukowina; Canada; Carinthia; Carniola; China; Chile; Cuba; Czecho
slovakia, including Bohemia, Moravia and Slovakia; Dalmatia; Denmark;
Ecuador; Egypt; France; Galicia; Poritz; Gradisca; Greece; Guatemala,
Herzegovina; Istria; Lower Austria; Luxemburg; Mexico; Montenegro;
Morocco; Newfoundland; Nicaragua; Norway; Panama; Paraguay; Persia;
Peru; Portugal; Roumania; Russia (including Poles owing allegiance to
Russia); Salzburg; Santo Domingo; Serbia; Siam; Silesia; Styria; Spain;
Switzerland; Trieste; Tyrol; Upper Austria; Union of South Africa; Vene
zuela. (b) The following is an incomplete list of countries which in imposing
an income tax allow a personal exemption which satisfies the similar credit
requirement of the statute, but do not allow a credit for dependents:
Bachka; Banat of Temesvar; Croatia; Finland; India; Italy; Salvador;
Slavonia; Transylvania. (c) The following is an incomplete list of
countries which in imposing an income tax do not allow to citizens of the
United States not residing in such country either a personal exemption or
a credit for dependents and, therefore, fail entirely to satisfy the similar
credit requirement of the statute: Australia; Costa Rica; Great Britain
and Ireland; Japan; The Netherlands; New Zealand; Sweden. The former
names of certain of these territories are here used for convenience, in spite
of an actual or possible change in name or sovereignty. A non-resident alien
individual who is a citizen or subject to any country in the first list is
entitled for the purpose of the normal tax to such credit for a personal
exemption and for dependents as his family status may warrant. If he is a
citizen or subject of any country in the second list he is entitled to a credit
for personal exemption, but to none for dependents. If he is a citizen or
subject of any country in the third list he is not entitled to credit for either
a personal exemption or for dependents. If he is a citizen or subject of a
country which is in none of the lists, then to secure credit for either a per
sonal exemption or for dependents he must prove to the satisfaction of the
commissioner that his country does not impose an income tax or that in
imposing an income tax it grants the similar credit required by the statute.
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(T. D. 2971, February 4, 1920)
Exchange of Property

Method of determining gain or loss, article 1563 of regulations 45, amended
Regulations 45 are hereby amended by substituting for article 1563 as
it now stands the following:
Art. 1563. Exchange of property,—Gain or loss arising from the ac
quisition and subsequent disposition of property is realized when as the
result of a transaction between the owner and another person the property
is converted into cash or into property (a) that is essentially different from
the property disposed of, and (b) that has a market value. In other words,
both (a) a change in substance and not merely in form, and (b) a change
into the equivalent of cash, are required to complete or close a transaction
from which income may be realized. By way of illustration, if a man
owning ten shares of listed stock exchanges his stock certificate for a voting
trust certificate, no income is realized, because the conversion is merely in
form; or if he exchanges his stock for stock in a small, closely held cor
poration, no income is realized if the new stock has no market value,
although the conversion is more than formal; but if he exchanges his stock
for a Liberty bond, income may be realized, because the conversion is into
independent property having a market value. “Market value” is the price
at which a seller willing to sell at a fair price and a buyer willing to buy
at a fair price, both having reasonable knowledge of the facts, will trade.
Property received in exchange for other property has no “fair market
value” for the purpose of determining gain or loss resulting from such
exchange when, owing to the condition of the market, there can be no
reasonable expectation that the owner of the property, though wishing to
sell, and any person wishing to buy will agree upon a price at which to trade
unless one or the other is under some peculiar compulsion. It does not fol
low that property has no “fair market value” merely because there is no
price therefor established by public sales or sales in the way of ordinary
business. The property received in exchange may be real estate, personal
property, or a chose in action. Where the owner of a bond exercises the
right, provided for in the bond, of converting the bond into stock in the
obligor corporation, such transaction does not result in a realization of
profit or loss, the transaction not being closed for purposes of income taxation
until such stock is sold.
(T. D. 2972, February 7, 1920)
Income Tax

Amendment to article 141 of regulations 45
Article 141 of regulations 45 is hereby amended to read as follows:
Art. 141. Losses.—Losses sustained during the taxable year and not
compensated for by insurance or otherwise are fully deductible (except
by non-resident aliens) if (a) incurred in the taxpayer’s trade or business,
or (b) incurred in any transaction entered into for profit, or (c) arising
from fires, storms, shipwreck, or other casualty, or from theft. They must
usually be evidenced by closed and completed transactions. In the case of the
sale of assets the loss will be the difference between the cost thereof, less
depreciation sustained since acquisition, or the fair market value as of
March 1, 1913, if acquired before that date, less depreciation since sustained,
and the price at which they were disposed of. See section 202 of the
statute and articles 39-46 and 1561. When the loss is claimed through the
destruction of property by fire, flood, or other casualty, the amount deductible
will be the difference between the fair market value of the property as of
March 1, 1913, if acquired before that date, or if acquired on or after that
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date, its cost, and the salvage value thereof, after deducting from such cost,
or such value as of March 1, 1913, the amount, if any, which has been or
should have been set aside and deducted in the current year and previous
years from gross income on account of depreciation and which has not
been paid out in making good the depreciation sustained. But the loss should
be reduced by the amount of any insurance or other compensation received.
See articles 49 and 50. A loss in the sale of an individual’s residence is
not deductible. Losses in illegal transactions are not deductible. Where a
person gives property away, or is divested thereof by death, no realization
of loss results therefrom.
(T. D. 2973, February 9. 1920)
Treasury Certificates of Indebtedness

Instructions relative to acceptance of treasury certificates of indebedness for
income and profits taxes, supplementing articles 1731 and 1732, regula
tions 45 (revised), and superseding treasury decisions 2907 and 2918
Collectors of internal revenue are authorized and directed to receive at
par United States treasury certificates of indebtedness of series T 8, dated
July 15, 1919, series T 9, dated September 15, 1919, series T M 3-1920, dated
December 1, 1919, and series T M 4-1920, dated February 2, 1920, all
maturing March 15, 1920, in payment of income and profits taxes payable
on March 15. 1920. Collectors are authorized and directed to receive at par
treasury certificates of indebtedness of series T J 1920, dated December 15,
1919, maturing June 15, 1920, in payment of income and profits taxes pay
able on June 15, 1920; treasury certificates of indebtedness of series T 10,
dated September 15, 1919, maturing September 15, 1920, in payment of in
come and profits taxes payable on September 15, 1920; and treasury certifi
cates of indebtedness of series T D 1920, dated January 2, 1920, maturing
December 15, 1920, in payment of income and profits taxes payable on De
cember 15, 1920. Collectors are further authorized and directed to receive
at par, in payment of income and profits taxes payable at the maturity of
the certificates, respectively, treasury certificates of indebtedness of any
series maturing on March 15, June 15, September 15, or December 15,
1920, respectively, and expressed to be acceptable in payment of income and
profits taxes. Collectors are not authorized hereunder to receive in payment
of income or profits taxes any treasury certificates of indebtedness not ex
pressed to be acceptable in payment of income and profits taxes, or ma
turing on a date other than the date on which the taxes are payable. Col
lectors are authorized to receive treasury certificates of indebtedness which
are acceptable as above provided in payment of income and profits taxes,
in advance of the respective dates on which the certificates mature. Treas
ury certificates acceptable in payment of income and profits taxes have one
or more interest coupons attached, including as to each series a coupon
payable at the maturity of the certificates, but all interest coupons must
in each case be detached by the taxpayer and collected in ordinary course
when due. The amount, at par, of the treasury certificates of indebtedness
presented by any taxpayer in payment of income and profits taxes must not
exceed the amount of the taxes to be paid by him, and collectors shall in no
case pay interest on the certificates or accept them for an amount other or
greater than their face value.
Deposits of treasury certificates of indebtedness received in payment of
income and profits taxes must be made by collectors, unless otherwise
specifically instructed by the secretary of the treasury, with the federal
reserve bank of the district in which the collector’s head office is located,
or in case such head office is located in the same city with a branch federal
reserve bank, with such branch federal reserve bank. Specific instructions
may be given in certain instances for the deposit of the certificates with
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federal reserve banks of other districts and branch federal reserve banks.
The term “federal reserve bank,” where it appears herein, unless otherwise
indicated by the context, includes branch federal reserve banks. Treasury
certificates accepted by the collector prior to the dates when the certificates
respectively mature should be forwarded by the collector to the federal
reserve bank to be held for account of the collector until the date of maturity
and for deposit on such date.
Collectors of internal revenue are not authorized, unless otherwise noti
fied by the secretary of the treasury, to receive in payment of income
or profits taxes interim receipts issued by federal reserve banks in lieu of
definite certificates of the series herein described.
Certificates of indebtedness should in all cases be stamped as follows by
the collector, and when so stamped forwarded to the federal reserve bank
by registered mail uninsured:
......................................... , 192....

This certificate has been accepted in payment of income and profits taxes
and will not be redeemed by the United States except for credit of the
undersigned.
Collector of internal revenue.

For the................. district of...............................

Collectors should make in tabular form a schedule in duplicate of the
certificates of indebtedness to be forwarded to the federal reserve bank,
showing the serial number of each certificate, the date of issue and
maturity and face value. Certificates of indebtedness accepted prior to the
date of maturity must be scheduled separately. At the bottom of each
schedule there should be written or stamped “Income and profits taxes
$.............which amount must agree with the total shown on the schedule.
One copy of this schedule must accompany certificates sent to the federal
reserve bank and the other be retained by the collector. The income and
profits tax deposits resulting from the deposits of such certificates must in
all cases be shown on the face of the certificate of deposit (national bank
form 15) separate and distinct from the item of miscellaneous internal
revenue collections (formerly called ordinary), but it is not necessary to
give the separation into corporation income, individual income and profits
taxes.
Until certificates of deposit are received from the federal reserve banks,
the amounts represented by the certificates of indebtedness forwarded must
be carried by collectors as cash on hand, and not credited as collections, as
the dates of certificates of deposit determine the dates of collections.
For the purpose of saving taxpayers the expense of transmitting such
certificates as are held in federal reserve cities or federal reserve branch
bank cities to the office of the collector in whose district the taxes are
payable, taxpayers desiring to pay income and profits taxes by treasury
certificates of indebtedness acceptable in payment of such taxes should com
municate with the collector of the district in which the taxes are payable,
and request from him authority to deposit such certificates with the federal
reserve bank or branch in the city in which the certificates are held. Col
lectors are authorized to permit deposits of treasury certificates of indebted
ness in any federal reserve bank or branch with the distinct understanding
that the federal reserve bank or branch is to issue a certificate of deposit
in the collector’s name covering the amount of the certificates of indebted
ness at par, and to state on the face of the certificate of deposit that the
amount represented thereby is in payment of income and profits taxes.
The federal reserve bank or branch should forward the original certificate
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of deposit to the treasurer of the United States, with its daily transcript,
and transmit to the collector the duplicate and triplicate, accompanied by a
statement giving the name of the taxpayer for whom the payment is made,
in order that the collector may make the necessary record and forward the
duplicate to the office of the commissioner of internal revenue.
This treasury decision amends and supplements the provisions of articles
1731 and 1732 of regulations 45 (revised), and supersedes treasury decisions
2907 and 2918.

(T. D. 2977, February 11, 1920)
Revenue act of 1918
Amendment of article 251 of regulations 45, as amended by T. D. 2966
Article 251 of regulations 45 is amended to read as follows:
Art. 251. Charitable contributions.—Contributions or gifts within the
taxable year are deductible to an aggregate amount not in excess of 15%
of the taxpayer’s net income, including such payments, if made (a), to
corporations or associations of the kind exempted from tax by subdivision
(6) of section 231 of the statute, or (b) to the special fund for vocational
rehabilitation under the vocational rehabilitation act of June 27, 1918. For
a discussion of what corporations and associations are included within (a)
see article 517. A gift to a common agency (as a war chest) for several
such corporations or associations is treated like a gift directly to them.
In connection with claims for this deduction there shall be stated on returns
of income the name and address of each organization to which a gift was
made, and the approximate date and the amount of the gift in each case.
Where the gift is other than money the basis for calculation of the amount
of the gift shall be the cost of the property or its fair market value as
of March 1, 1913, if acquired prior thereto less any depreciation sustained.
A gift of real estate to a city to be maintained perpetually as a public park
is not an allowable deduction. The proportionate share of contributions
made by a partnership to corporations or associations of the kind included in
(a) above and to the special fund for vocational rehabilitation specified in
(b) may be claimed as deductions in the personal returns of the partners
to an amount which, added to the amount of such contributions made by the
partner individually, is not in excess of 15% of the partner’s net income,
computed without the benefit of the deduction for such contributions. How
ever, the contributions made by the partnership shall not be deducted from
its gross income in ascertaining the amount of its net income to be re
ported on form 1065 (revised). See article 321.
(T. D. 2979, February 11, 1920)
Capital Stock Tax

Amendment of article 41 and article 102, regulations 50, relative to the
method of computing the fair average value of the capital stock of insurance
companies for the purpose of the capital stock tax imposed by section 1000,
revenue act of 1918.
Subdivision (b), section 1000, title X of the revenue act of 1918, pro
vides, as to the special excise tax imposed by that section:
In computing the tax in the case of insurance companies, such deposits
and reserve funds as they are required by law or contract to maintain or
hold for the protection or payment to or apportionment among policyholders
shall not be included.
In order to give effect to this provision, article 41 and article 102 of
regulations 50, relating to the capital stock tax under the revenue act of
1918, are hereby amended to read as follows:
Art. 41. Stock insurance companies.—Insurance companies having a
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capital stock, as distinguished from mutual insurance companies, are tax
able upon the same basis as other corporations, whether domestic or foreign,
except that in computing the tax, such reserve funds (which include de
posits) as they are required by law or contract to maintain or hold for the
protection of or payment to or apportionment among policyholders are not
to be included. In the case of such companies, the tax will be computed by
deducting from the total book value of the assets the amount of the actual
liabilities and legal reserves unless the facts in the case indicate that the
book value of the assets is substantially different from their fair market
value, in which case it is permissible to make proper adjustment. In a case
requiring such adjustment, the market value of the shares of stock as
shown by exhibit B or the net earnings of the company as shown by exhibit
C shall be considered, as well as the market value of the assets.
Art. 102. Fair value of capital stock.—The fair average value of capital
stock for the purpose of determining the amount of the capital stock tax
must not be confused with the market value of the shares of stock where
it may be necessary to determine such value under other provisions of the
revenue laws. The fair average value of capital stock, the statutory basis
of the tax, is not necessarily the book value, or a value based on prices
realized in current sales of shares of stock, or even the earning value,
although it is often more directly dependent upon the last. It should usually
be capable of appraisal by officers of the corporation having special knowl
edge of the affairs of the corporation and general knowledge of the
line of business in which it is engaged. Provision is accordingly made
in exhibit C of form 707 (revised) for the tentative determination of
the fair value of the capital stock by capitalizing the net earnings of the
corporation on a percentage basis fixed by its officers as fairly representing
the conditions obtaining in the trade and in the locality. If possible, illus
trations drawn from similar corporations should be cited in support of the
percentage adopted. But such fair value, except in the case of insurance
companies, must not be set at a sum less than the reconstructed book value
shown by exhibit A, unless the corporation is materially affected by extra
ordinary conditions which support a lower figure, which, however, under any
conditions could only be slightly less than such reconstructed book value.
In any such cases a full explanation must accompany the return. The com
missioner will estimate the fair value of the capital stock in cases regarded
as involving any understatement or undervaluation. For the method of
computing the fair average value of capital stock in the case of insurance
companies see article 41, as amended.
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